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Abstract
Thispaperexamineswhetheピtransparency'and'credibility「haveincreasedin
thefinancialmarketsofJapan,theUnitedKingdom,andtheUnitedState.The
methodologicalapproachisbasedonsomerecentstudiesthatmeasuretheeffect
ofannouncementsofofficialinterestratechangesoninterestratesalongtheyield
curve.Itfindsthat'transparency'and'credibility'havebeenongoinginfinancial
marketsandtheintroductionof'inflationtargeting'intheUnitedKingdomhas
improvedtransparencyandcredibility.
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1.INTRODUCTION
Thispaperexamineswhetheピtransparency'and'credibility'havein-
creasedinthefinancialmarketsofJapan,theUnitedKingdom,andthe
UnitedState.Themethodologicalapproachisbasedonsomerecentstud-
iesdiscussedinCookandHahn(1989),whichmeasuretheeffectofan-
nouncementsofinterestratechangesoninterestratesalongtheyield
curve.Somestudies,includingCookandHahn,haveanalyzedwhetheror
not'transparency'existinfinancialmarkets.Ontheotherhand,then°e
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hasbeenlittleattentiondevotedtothe'credibility'offinancialpolicy.
Somestudieshavefoundthatthaポtransparency'hasincreased,however,
thereseemssomedifferenceamongstudiesdependingontimespan,coun=
tries,andinterestratesused.
Thefollowingsectiondiscussesmethodologicalissuesthatapplyto
testingthetransparencyandcredibilityversusthemarketuncertainty
asreflectedinthemarketreactionstodecisionsbymonetarypolicy
authorities.Empiricalresultsarethenpresentedfollowedbyabriefsum-
■mary.
2.METHODOLOGY
Thefocusofthispaperistoinvestigatetheeffectsofchangesinthy`
centralbanks'officialinterestrateonshort-andlong-terminterestrah;
・・nt・a・tslbyf・・u・i・g・n't・an・paren・y'and'・redibility,i・th・finan・i毒
marketsinthreedevelopedcountries.,s
Regardingtransparency,theconductofmonetarypolicyindevelape
countrieshasevolvedsignificantlyinrecentyearsduetoeffortstoma壌
itmoretransparenttofinancialmarketparticipantsandthepublic
large.ThetypicalcasemaybeJapan.
Volatilityseemsreadilyapparentasoneoftheeffectsoftransparent
onconditionalinterestrates(and,insomecases,exchangerats
Transparencyreducesconditionaluncertaintybecausesuperiorinfo
tionisusedasthebasisforexpectations.Themorethepublicknq
abouttheconditionalexpectationsforfutureinflation,themoreitkne
abouttheimpactofdecisionsatthecentralbank._'
Inaperfectlytransparentmonetarysystem,short-terminterest
anticipateperfectchangesinofficialrates.Also,inaperfectlycrest●
monetarysystem,achangeinofficialratesdoesnotleadtochant
long-termratesatall,whichreflectsexpectationsaboutinflation
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thelongerterm.
Afallinofficialratesmayleadtoariseinlong-termratesifmonetary
policyresultsinhigherexpectationsofinflationinthemid-term,forex-
ample.Thus,financialmarketsareefficientandassetpricesreflectall
availableinformationandreactonlytounanticipatedeventsthatmight
affecttheirfundamentalvalues.Thisargumentreliesoninformation
asymmetryandtheexistenceofastationarystochasticequilibi°iumwith
fullknowledgeoftheauthority'sreactionfunction.Onlythenwillthe
marketreactionbeinsignificant.Inthisstudy,officialinterestratesare
usedbecausetheyarestillimportantinspiteofthefactthattheirroles
havebeenchangingandaredifferentineachcountry.
ThisstudyusesamodelpresentedbyCookandHahn(1989)and
HaldaneandRead(2000)andconsider°sempiricalstudiesoftheresponse
oftheyieldcurvesinfinancialmarketsinJapan,theUnitedKingdom,
andtheUnitedState.Thefollowingequationisestimated:
△it,j=C+βj(L)△it,j+β △Dt+εt (11
whereiisacountry.jandtrepresentindicesforthematurityofmarket
interestratesandtimeofthedatarespectively.Thedependentvariable
Oit,jisthedailychangeinmarketinterestratesattimet,Cisaconstant
term,andβjisapolynomialinthelagoperator(L).Thevariable△Dtis
thechangeinofficial(discount)interestrate.Thecoefficientaisthe
marketreactiontochangesintheofficialinterestrate.2εisanerror
term.Ifchangesintheofficialinterestrateareperfectlyanticipated,the
coefficientβisequaltozero.Thisisconsistentwithatransparentmone-
tarypolicy.Themagnitudeofthecoefficientβcanbeinterpretedasa
rateofsurpriseforthemarket.Thispaperusesequation(1)asadaily
timeseriesratherthanasaneventstudyandusesyieldstomaturity
ratherthantowardforwardrates,forexample.`
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Thisequation(1)isusedtotesttransparencyofthedailydifferencesin
interbankratesof3to12monthmaturity(orTBinthecaseoftheU.S.
fordataavailability),andofthedailydifferencesingovernmentbench-
markbondsof5to10years'maturity(theJapanesecaseuses4-year
swaprateinsteadof5-yeargovernmentbondduetodataavailability).
Theseratestrackpricemovementsintheshort-andlong-termfinancial
markets.
Next,asimilarapproachisusedtotestthecredibilityofthecontinu-
ousconvergence.'Theanalysisestimatesmarketreactionsfive,four,.
three,two,andonedaybeforetheofficialinterestratesbecomeeffective;.
Thisdisclosesthedynamicbehaviorofthemarketintermsofsurprise'
andthecredibilityofmonetarypolicy.Forbothanalyses,thesamplepe-
riodisdividedintotwo:from1990to1995and1996to2003.'Thedataark
daily.TheUnitedKingdomintroducedinflationtargeting`"inOctober'
1992.Itwouldbeinterestingtoseethehypothesisfoピtransparency°a廊1.
'credibility'
.
Toadjuststandarderrorsforautocorrelationandheteroscedasticit嚥I
theNew-Westmethodisused. 1
3.RESULTS画
毒
Transparency
Tablesland2showtheeffectsofofficialinterestratesonshort-tet?
interestratesandlong-termassetpricereactions.
Inthepast,thecoefficientsofchangesintheofficialinterestrate
hadlargevaluesofaboutO.3,andsomearesignificantatthe1%level:
moneymarketinterestrateswithshortmaturities.Thisstrongreap
inshort-termmarketinterestratestolargechangesintheofficialits
estrateisconsistentwiththehypothesisofalowleveloftranspire
especiallyintheBankofEngland'smonetarypolicyreactionfund
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TablelEffectsofOfficialInterestRateonShort-termInterestRatesand
AssetPriceReactions(1990-1995)
Short-termInterest
RateorAssetPrice a R2 D.W.
Japan
Interbank3M
Interbank6M
Interbank12M
SwapRate4Y
GovernmentBondlOY
0.33***
0.31**
0.36**
-0.11
0.11
0.39
0.41
0.32
0.19
0.18
2.12
2.05
2.01
1.66
1.10
UnitedKingdom
Interbank3M
Interbank6M
Interbank12M
GovernmentBond5Y
GovernmentBondlOY
0.30***
0.29**
0.28**
0.14**
-0.13*
0.45
0.40
0.41
0.35
0.31
2.13
1.96
1.99
1.71
1.40
UnitedStates
TB3M
TB6M
TB12M
GovernmentBond5Y
GovernmentBondlOY
0.33**
0.16
0.is*
o.os*
0.04
0.43
0.29
0.34
0.26
1
2.23
1.62
:・
1.33
1.15
Note.***Indicatessignificantat1%,**at5%,and*at10%
Forgovernmentbonds,thecoefficientsaresmallerthanshort-termmar-
ketinterestrates.However,fortheU.K.,onecoefficientissignificantat
the10%level.
Afterthemiddle1990s,thecoefficientsforchangesintheofficialinter-
estrateforshort-termcontractsareinsignificant,andtheirmagnitudes
ofcoefficientsarelowerthanpreviously.Forgovernmentandcorporate
bonds,themagnitudesofcoefficientsarelowandnotsignificantinall
cases.Comparedwiththetwotime-periodanalysis,transparencyhasin-
creasedgreatlyinallfinancialmarketsconsidered.
Thefindingsalsoindicatethattheintroductionofinflationtargeting
intheUnitedKingdomhashadasignificantdampeningeffectonyield
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Table2EffectsofOfficialInterestRateonShort-termInterestRatesand
1
㍗
■
:1
AssetPriceReactions(1996-2003)
J
Short-termInterest βR=
RateorAssetPrice
D.W.
1
1
脚
Japan
II
・4
Interbank3MO.13**0.29 1.66 ゲ
Interbank6MO.10*0.33
1nterbank12MO.110.19
1.69
1.55
l
i
SwapRate4Y-0.040.18 1.08 」i
GovernmentBondlOYO.050.15 0.99
UnitedKingdom 」聞
Interbank3MO.110.33 1.40 1
Interbank6MO.13*0.36
■
1.50 1
Interbank12MO.100.32 L56噸
GovernmentBond5YO.030.30
GovernmentBondlOY-0.020.26
1
1.51 月
1.27
-一
1
閣
UnitedStates 1 闘`
TB3MO.18*0.34
TB6MO.160.32
TB12MO.110.30
1.93., →
1.68
1.61_
1
GovernmentBond5Y-0.020.22 1.08;
GovernmentBondlOY-0.010.21 1.20 一
Note.***Indicatessignificantat1%,**at5%,and*at10%
curvesurprisesattheshortend.Thisisconsistentwithand
睡
凸
門1
1
1
illustr醐
oneofthetangiblebenefitsoftheincreasedtransparencyofthe
Kingdom'smonetarypolicy.TheresultissimilarfindingsinHaldane
u醐i
I
Read(2000).
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Asimilarmethodologicalapproachwasusedtotestthecredibih姻
thecontinuousconvergence.Theanalysisestimatesthemarket
姻
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atfive,four,three,two,andonedaybeforetheofficialinterest
comeseffective.Thetimeperiodsarefrom1996to1999,andfrom
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i
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2003.TheresultsareshowninTables3and4.
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Table3
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DailyEffectsofOfficialInterestRateonShort-termInterestRatesand
AssetPriceReactions(1996-1999)
Short-termInterest
KateorAssetPrice a R(-1)a(-2)β(-3) /3(-4)β(-5)
Japan
Interbank3M
Interbank6M
Interbank12M
Swap4Y
GBlOY
0.17*
0.12*
-0.03
0.09**
!!:
o.og*
0.10*
0.12**
0.17**
-0.08*
0.10*
0.14**
o.os
-0.14**
o.is
0.07
-o.os
O.03
-0.05
11'
11・
-0.04
-o.os
O.01
11'
11:
-0.07
-o.io
O.08*
.0.07
UnitedKingdom
Interbank3M
Interbank6M
Intel°bank12M
GB5Y
GBlOY
0.09
0.os
11'
0.03
-o.ol
0.009
0.03
-0.03
11:
-0.04
o.lo*
0.02
0.02
0.09*
-0.03
0.04
-0.02
-0.02
0.04
0.02
0.03
0.oi
-0.07
0.os*
0.04
一〇.ol
O.04
0.oi
-o.oz
O.05
UnitedStates
TB3M
TBFiM
TB12M
c7BSY
GB10Y
0.15**
0.08*
0.09*
-0.03
-0.03
一〇.03
111'
-0.03
-0.04
0.02
0.02
0.01
0.06
0.01
0.05
0.04
0.03
0.05
0.02
-o.04
0.02
0.04
-0.01
-0.02
-0.03
0.05
0.02
-0.04
11.
11.
Note.***Indicatessignificantat1%,**at5%,and*at10%
Thereactionofmarketratestochangesinofficialrateswasfoundto
havebeensharpbutofmoderatemagnitude.Theresultsshowthatthe
coefficientsforchangesintheBankofEngland'sofficialinterestrateare
lowerthaninthepreviousperiodandarestatisticallysignificantata1%
levelinsomecases:,thelatterperioddecreasedrapidly.Almostallfind-
ingswerenotsignificant.Theseresultsareconsistentwiththehypothe-
sisthatthetransparencyandcredibilityintheUnitedKingdomhas
increasedcomparedwiththepreviousperiod.Introducinginflationtar-
getingmayhavecontributedtotheresult.ResultsforJapanaresimilar
tothosefoi°theU.K.
Table3showsthatonly4-and5-yearinterestratesreactedsti°ongly.
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Table4DailyEffectsofOfficialInterestRateonSho
AssetPriceReactions(2000-2003)
Short-teemInterest
RateorAssetPriceQ a(-1)Q(-2)
Japan
Interbank3M
Interbank6M
Interbank12M
Swap4Y
GB10
一〇.os
-0.04
0.03
0.0
0.03
0.04
0.04
11:
0.03
0.03
0.12**
0.04
0.04
0.io*
0.04
UnitedKingdom
Interbank3M
Interbank6M
Interbank12M
GB5Y
GBlOY
一〇.02
-0.03
-0.02
-0.03
111'
0.01
-0.03
0.U1
0.04
11t'
0.04
0.04
0.04
0.04
-o.04
UnitedStates
TB3M
TB6M
TB12M
GB5Y
GB10Y
一〇.04
-0.009
0.009
.0.04
-0.04
一〇.02
0.005
-0.03
-0.02
0.01
一〇.01
0.007
0.04
111・
0.007
八tote.***Indicatessignificantatl%,**at5%,and*a
However,analysisofthesustainabilityoftheto
showsthatcoefficientsarestatisticallysignifi
relativelymaturityofshort-termrates.`'This
CookandHahn(1989)andReichenstein(1987
cludedthattheU.S.Fedappeal°stohavesignifica
maturityinterestratesandlittleeffectonlong
theotherhand,thisresultisdifferentfromRole
Thronton(1998),whoshowedsignificantresu
long-term.IntheU.S.,too,thereissomepossi
thefinancialmarketshasimprovedrecently.Fin
credibilityhasimprovedgreatly.NotonlytheU
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theU.K.havechangedsituations.
4.CONCLUSION
Thispapertestedtheeffectofannouncementsofinterestratechanges
oninterestratesalongtheyieldcurve.Theargumentreliesoninforma-
tionasymmetryandtheexistenceofanequilibriumwithfullknowledge
oftheauthorities'reactionfunction.Onlyinthiscasewillthemarketre-
actionbeinsignificant.Theevidencesuggeststhatincreasedtranspar-
encyandcredibilitymightimprovetheefficiencyofmarketsby
facilitatingmorerapidadjustmentofinterestrates.
Theabsenceofasignificantresponsetoofficialinterestratedecisions
onthedayofchangeinratesinrecentcasesisconsistentwiththehy-
pothesisthatthemarketanticipatedthesechangesandthusthatmone-
tarypolicywastransparent.
Governmentbondyieldshavereactedsignificantlyinsomecasestoof-
ficialinterestratedecisionsinthepast.However,thesituationshave
changedgreatly.Inalmostallcases,thecoefficientsareinsignificant.
Thisisnotconsistentwiththehypothesisthatmonetarypolicywas
credible.
Itisclearthatcentralbankshavemadesignificantprogi°essinopening
upthemonetarypolicyprocess.Financialmarketparticipantsandthe
publicatlargenowhaveamuchbetterappreciationoftheobjectivesof
monetarypolicyandtheframeworkandmechanismsusedtoconductpol-
icy.TheJapanesecaseistypical."'IntheUnitedKingdom,thereissome
possibilitythattheintroductionofinflationtargetingcontributedtothe
i°esults.
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IthankAkihiroAmanoatHyogo-PrefectureUniversityforhisvaluablecom-
mentsandsuggestions.
1.CookandMahn(1989)examinedtheinfluenceofmonetarypolicyoninterest
ratesbyestimatingtheeffectofchangesinthefederalfundsratetargetand
foundthatchangesinthetai°getcausedlargemovementsinshort-term
ratesandsmallerbutsignificantmovementsinintermediateandlong-term
rates.
2.Somestudieshaveanalyzedtheimpactofmoneysupplyannouncementson
interestrates.Cornell(1983),Hardouvelis(1984),Loeys(1985)and
HaldaneandRead(2000)areexamples.Thispaper'svariableisofficialin-
terestratechangesratherthanmoneysupplyandinterestratetargets.The
lndingsofCookandHahn(1989)andothersarecloselyrelatedtomywork
inthisrespect,however,theyusetargetinterestrateinsteadoftheofficial
interestrate.
3
4
5
6
7
8
TheseareimportantdifferencesfromCookandHahn(1989)andHaldane
andRead(2000).
Balduzzietal.(1998),McCallum(1994),andRudebush(1995)areexamples'
ofstudiesinthisarea.However,themethods,time-spans,andcountries
consideredaredifferentfromthoseinthepresentstudy.
Insomestudies,includingMullet°andZelmer(1999),sampleperiodisdi-.
videdbecauseofthevolatilityof(high)dependentvariablescausedbytrap-'
sitionaleffectsandexogenousfactors.However,suchdistinctvolatilitiesd¢
notexistinthisinstance.
ゴ
Mid-termmonitoringrangesformonetaryvariablessuchasMOandM4re-:
mainedinplaceuntil1997.SeeRowlatt(2002).
Thereismuchmeritinintroducinginflationtargeting.First,therealizat
ofthecentralbank'sgoalofpricestabilitymightnotbejudgedaccurst
intheabsenceofcleat・standards.Second,makingthegoalsofthecentA
banksclearerandmoretransparentguaranteesaccountabilityforthe
getandindependencefromthegovernment.Third,thisapproachallows
stabilityoftheexpectedinflationrate.Finally,inflationitselfisredo
SeeBernankeetal.(1999).
SeeMishkin(1990).Hardy(1996)usedthesamemethodandprovideds
larresultsforGermany.Hardy(1998)separatedanticipatedandunau'
patedcomponentsofachangeinofficialinterestratesforBundesba鼓k.
notedthattheeffectwasstrongestwhenthechangewasunexpectedy
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theanticipatedcomponentalsoinfluencedmarketratesinthedaysleading
uptoadecision.
9.Centralbankshavereliedprimarilyonopenmarketoperationsintheimple-
mentationofpolicy,soevenaheavilyanticipatedchangeinofficialinterest
ratesonstandingfacilitiescannotbeeffectiveinconformingandclarifying
thepublic'sunderstandingofashiftinthepolicystance.
10.BankofJapanrevisedthelawin1998,andtransparencyhasimproved
greatly.
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